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INDEPENDENT AUDITORS’ REPORT ON FINANCIAL STATEMENTS
AND SUPPLEMENTAL INFORMATION

The Board of Directors
Hutchinson/Ifrah, Inc.
Little Rock, Arkansas

We have audited the accompanying statement of financial condition of
HUTCHINSON/IFRAH, INC. (the Company) as of December 31, 2001, and the related statements of
income, changes in stockholder’s equity, and cash flows for the year then ended that you are filing
pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of HUTCHINSON/IFRAH, INC. at December 31, 2001, and the results of its
operations and cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the financial statements
taken as a whole. The information contained in Schedules I and II is presented for purposes of
additional analysis and is not a required part of the financial statements, but is supplementary
information required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has
been subjected to the auditing procedures applied in the audit of the financial statements and, in our
opinion, is fairly stated in all material respects in relation to the financial statements taken as a whole.

Certified Public Accountants

February 20, 2002
Little Rock, Arkansas

Texarkana Office 4 2900 St. Michael Drive, Century Bank Plaza, Suite 3dZv, Texarkana, Texas 75503 4 Telephone (903) 831-3477 ¢ FAX (903) 831.3482
Little Rock Office ¢ 201 E Markham, Suite 500, Little Rock, Arkansas 72201 ¢ Telephone (501) 375.2025 ¢ FAX (501) 375-8704
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HUTCHINSON/IFRAH, INC.

STATEMENT OF FINANCIAL CONDITION
December 31, 2001

ASSETS
Cash and cash equivalents $§ 75,385
Trail fees and commissions receivable : 25,675
Prepaid expenses 3,655

TOTAL ASSETS ’ $104,715

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities
Trade accounts payable $ 1,598
Accrued trail fees and commissions payout 18,303
Deferred income taxes payable 1,600
Income taxes payable 70
Total liabilities 21,571
Stockholder's equity
Common stock, no par value, 1000 shares authorized,

200 shares issued and outstanding 500
Additional paid-in capital 40,000
Retained earnings 42.644

Total stockholder's equity 83,144
TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY 104,715

The accompanying notes are an integral part of this financial statement.
2
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HUTCHINSON/IFRAH, INC.

STATEMENT OF INCOME
Year Ended December 31, 2001

REVENUES

Trail fees and commissions revenues $ 212,914
Interest income 1,429
Total revenues 214,343

OPERATING EXPENSES
Trail fees and commissions payout 120,293
Service agreement fees 52,254
Accounting fees 10,686
Consulting fees 9,483
Licensing fees ~ 3,730
Errors and omissions insurance 2,804
Miscellaneous fees and expenses 3,954
Total expenses 203,204
Net income before income taxes 11,139
INCOME TAXES __ 1,670

NET INCOME $ 9,469

The accompanying notes are an integral part of this financial statement.
3
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HUTCHINSON/IFRAH, INC.

STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY
Year Ended December 31, 2001

Additional Total
Common Paid-In Retained  Stockholder’s
Stock Capital Earnings Equity

BALANCE, DECEMBER 31, 2000 40,000 $ 33,175 $ 73,675

- 9.469 9.469

40,0 $42,644 $ 83,144

Net income

: | s

BALANCE, DECEMBER 31, 2001

The accompanying notes are an integral part of this financial statement.
4
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HUTCHINSON/IFRAH, INC.

STATEMENT OF CASH FLOWS
Year Ended December 31, 2001

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
‘Adjustments to reconcile net income to net cash used for
operating activities
Trail fees and commissions receivable
Prepaid expenses
Trade account payable
Income taxes payable
Deferred income taxes
Accrued commissions and trail fees payout
Net cash used for operating activities

CASH AND CASH EQUIVALENTS, Beginning of Year

CASH AND CASH EQUIVALENTS, End of Year

SUPPLEMENTAL CASH FLOW DISCLOSURES
Income tax payments

The accompanying notes are an integral part of this financial statement.
5
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16,683
(3,655)
996
(1,530)
1,800

(24,761)
(998)

76.383

$ 75,385
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HUTCHINSON/IFRAH, INC.

NOTES TO FINANCIAL STATEMENTS
December 31, 2001

NOTE 1: ORGANIZATION AND NATURE OF THE BUSINESS

Hutchinson/Ifrah, Inc. (the Company), an Arkansas corporation, is a limited broker-dealer
registered with the Securities and Exchange Commission (SEC) and is a member of the National
Association of Securities Dealers (NASD). The Company, acting as agent under selling agreements
with various mutual fund and insurance companies, solicits the sale of mutual fund shares, variable
and fixed annuity contracts, and other insurance products through registered representatives in
Arkansas, Texas, and Tennessee.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a) Basis of Presentation
The financial statements are prepared on the accrual basis of accounting and accordingly reflect all
significant receivables, payables, and other accrued assets and liabilities.

b) Trail Fees and Commissions

The Company earns trail fees from mutual fund companies and commissions from insurance
companies at percentages specified in the related selling agreements. The Company in turn pays
commissions to the registered representatives equal to a predetermined percent of revenues
received. The amount paid or payable to registered representatives is reflected in the financial
statements as trail fees and commissions payout. Revenues and related payout amounts are recorded
on a trade-date basis.

¢} Statement of Cash Flows
For purposes of the Statement of Cash Flows, the Company has defined cash equivalents as demand
deposits and highly liquid investments with original maturities of ninety days or less.

d) Income Taxes

The Company utilizes the cash basis of accounting for income tax reporting purposes. Thus,
deferred tax assets and liabilities are determined based upon the difference between the financial-
statement and income tax basis of various assets and liabilities, using enacted tax rates in effect for
the year in which the differences are expected to reverse. Current income taxes are based on
taxable income for federal and state tax reporting purposes.

e) Trail Fees and Commissions Receivable

Management has evaluated amounts recorded as trail fees and commissions receivable and believes
that all material amounts are collectible; therefore, no allowance for uncollectible accounts has been
provided for the year ended December 31, 2001.

f) Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities, disclosures of contingent assets and liabilities at the
date of the financial statements, and the reported amounts of revenues and expenses during the
period. Actual results could differ from those estimates.
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HUTCHINSON/IFRAH, INC.

NOTES TO FINANCIAL STATEMENTS
December 31, 2001

NOTE 3: INCOME TAXES

Income tax expense for the year ended December 31, 2001 is as follows:

Current:

Federal $ 184
State 30
214

Deferred:
Federal 1,256
State _ 200
1.456
Total income tax expense $ 1,670

The deferred taxes are the result of temporary differences associated with receivables, prepaid
expenses, and payables recorded in these financial statements that are not reflected in the income
tax return of the Company.

NOTE 4: RELATED PARTY BALANCES AND TRANSACTIONS

The Company has executed a service agreement with Hutchinson/Ifrah Financial Services, Inc.
(HIFS), a company related through common ownership, for office space, transaction processing,
accounting services, and clerical support. Under the terms of this agreement the Company paid
service fees to HIFS of approximately $52,000 for the year ended December 31, 2001.

In addition, the Company and its registered representatives are covered under errors and omissions
insurance which also covers employees of HIFS. The premiums paid are allocated to each of the
companies on a prorata basis based on the relative amounts of revenues earned by each company.
Total premiums for 2001 were $32,354, of which $2,804 was allocated to, and paid by, the
Company.

NOTE 5: ECONOMIC CONCENTRATION

Approximately 50% of total trail fees and commissions revenues for the year ended December 31,
2001 are the result of transactions with two companies.

NOTE 6: NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC Rule 15c3-1), which requires the maintenance of minimum net capital and a ratio of
aggregate indebtedness to net capital not to exceed 15 to 1. Capital withdrawals are subject to
limitations and restrictions set forth in Rule 15¢3-1. The Company had net capital as defined in
Rule 15¢3-1 of $80,293, which was $75,293 in excess of its required net capital of $5,000 for
December 31, 2001. The Company’s net capital ratio was .27 to 1 at December 31, 2001.

7
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HUTCHINSON/IFRAH, INC.

SCHEDULE I
COMPUTATION OF NET CAPITAL
Under Rule 15¢3-1 of the Securities and Exchange Commission
December 31, 2001

COMPUTATION OF NET CAPITAL
Total stockholder's equity from the statement of financial condition
Deductions
Non-allowable assets:
Receivables in excess of 30 days
Other

Net capital before haircuts on securities positions

Haircuts on securities positions
Undue concentrations

Net capital
AGGREGATE INDEBTEDNESS
Items included in the statement of financial condition
Trade accounts payable
Accrued trail fees and commissions payout

Income taxes payable

Aggregate indebtedness

$ 83,144

(15)

(1.873)
81,256

(685)
(278)

$ 80,293

$ 1,598
18,303
70

3 19971

{Continued)



HUTCHINSON/IFRAH, INC.

SCHEDULE 1 (Continued)
COMPUTATION OF NET CAPITAL
Under Rule 15¢3-1 of the Securities and Exchange Commission
December 31, 2001

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital requirement (6 2/3% of aggregate indebtedness) $ 1,331
Minimum dollar net capital requirement of reporting broker dealer $ 5,000
Net capital requirement (greater of above two minimum

requirement amounts) / $ 5,000
Net capital in excess of required minimum $ 75293
Excess net capital at 1000% $ 78,296
Ratio of aggregate indebtedness to net capital 25t01

RECONCILIATION WITH COMPANY’S COMPUTATION
(included in Part IT of Form X-17A-5 as of December 31, 2001)

Net capital, as reported in Company’s Part II (unaudited) FOCUS report $ 63,808
Audit adjustments:
Trail fees and commissions receivable 21,986
Accrued trail fees and commissions payout (12,801)
Prepaid expenses ] 3,655
Differences in non-allowable assets:
Trail fees and commissions receivables 3,645
Net capital, as reported in Schedule I $ 80,293
9




HUTCHINSON/IFRAH, INC.

SCHEDULE II ,
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
Under Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2001

The computation for the determination for reserve requirements as of December 31, 2001, is not
presented as exemptive provisions in Section K of Rule 15¢3-3 apply to the Company.

10
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL

The Board of Directors
Hutchinson/Ifrah, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
Hutchinson/Ifrah, Inc. (the Company) for the year ended December 31, 2001, we considered its
internal control, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company including tests of such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in making
the periodic computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of rule 15¢3-3. Because the Company does not
carry securities accounts for customers or perform custodial functions relating to customer securities,
we did not review the practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons;

2. Recordation of differences required by rule 17a-13; or

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits and
related costs of controls and of the practices and procedures referred to in the preceding paragraph and
to assess whether those practices and procedures can be expected to achieve the SEC’s above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition and that transactions are
executed in accordance with management’s authorization and recorded properly to permit the
preparation of financial statements in accordance with accounting principles generally accepted in the
United States of America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed
in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them to
future periods is subject to the risk that they may become inadequate because of changes in conditions
or that the effectiveness of their design and operations may deteriorate.
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The Board of Directors
Hutchinson/Ifrah, Inc.
Page Two

Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or operation of
the specific internal control components does not reduce to a relatively Jow level the risk that error or
fraud in amounts that would be material in relation to the financial statements being audited may occur
and not be detected within a timely period by employees in the normal course of performing -their
assigned functions. However, we noted no matters involving internal controls, including control
activities for safeguarding securities, that we consider to be material weaknesses-as defined above. -

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that
do not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company’s practices and
procedures were adequate at December 31, 2001, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, the National Association of Securities Dealers, and other regulatory agencies
that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered
brokers and dealers, and is not intended to be, and should not be, used by anyone other than these
specified parties.

Certified Public Accountants

February 20, 2002
Little Rock, Arkansas
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February 20, 2002

Hutchinson/Ifrah, Inc.

Thomas & Thomas,

Certified Public Accountants
201 East Markham, Suite 500
Little Rock, AR 72201

We are providing this letter in connection with your audit of the balance sheet of Hutchinson/Ifrah, Inc.
as of December 31, 2001, and the related statements of income, retained earnings, and cash flows for the
year then ended for the purpose of expressing an opinion as to whether the financial statements present
fairly, in all material respects, the fipancial position, results of operations, and cash flows of
Hutchinson/Ifrah, Inc. in conformity with accounting principles generally accepted in the United States of
America. We confirm that we are responsible for the fair presentation in the financial statements of
financial position, results of operations, and cash flows in conformity with accounting principles
generally accepted in the United States. We are also responsible for adopting sound accounting policies,
establishing and maintaining internal control, and preventing and detecting fraud.

We confirm, to the best of our knowledge and belief, the following representations made o you during
your audit. '

1. The financial statements referred to above are fairly presented in conformity with accounting
principles generally accepted in the United States of America.

2. We have made available to you all financial records and related data.

3. There have been no meetings of stockholders, directors, and committees of directors for which
minutes have been prepared.

4. There have been no communications from regulatory agencies concerning noncompliance with, or
deficiencies in, financial reporting practices.

5. There are no material transactions that have not been properly recorded in the accounting records
underlying the financial statements.

6. We believe the effects of the uncorrected financial statement misstatements of approximately 35,000
are immaterial, both individually and in the aggregate, to the financial statements taken as a whole.

7. There has been no:
a. Fraud involving management or employees who have significant roles in internal control.
b. Fraud involving others that could have a material effect on the financial statements.

8. The Company has no plans or intentions that may materially affect the carrying value or
classification of assets and liabilities.

Hutchinson/Ifrah, Inc., Member NASD e 12511 Cantrell Road, Suite 105 » Little Rock, AR 72223 » (501) 223-3878 » fax (501) 223-0343




Thomas & Thomas,

Certified Public Accountants
Page Two

10.

11.

12.

13.

14,

15.

16.

17.

Related party transactions, including sales, purchases, loans, transfers, leasing arrangements, and

guarantees, and amounts receivable from or payable to related parties have been properly recorded
or disclosed in the financial statements.

There are no guarantees, whether written or oral, under which the Company is contingently liable.

Significant estimates and material concentrations known to management that are required to be
disclosed in accordance with the AICPA’s Statement of Position 94-6, Disclosure of Certain Risks
and Uncertainties, have been properly disclosed in the notes to the financial statements.

There are no:

a. Violations or possible violations of laws or regulations whose effect should be considered for
disclosure in the financial statements or as a basis for recording a loss contingency.

b. Other liabilities or gain or loss contingencies that are required to be accrued or disclosed by
Statement of Financial Accounting Standards No. 5.

We are not aware of any pending or threatened litigation, claims, or assessments .or unasserted
claims or assessments that are required to be accrued or disclosed in the financial statements in
accordance with Statement of Financial Accounting Standards No. 5 and we have not consulted a
lawyer concerning litigation, claims, or assessments.

The Company has satisfactory title to all owned assets, and there are no liens or encumbrances on -
such assets nor has any asset been pledged.

The Company has complied with all aspects. of contractual agreements that would have a material
effect on the financial statements in the event of noncompliance.

Recorded accounts receivable represent valid receivables. In our opinion, significant losses will

not be incurred upon coliection, and accordingly, no reserve for uncollectible receivables has been
established.

There are no securities or investments not readily marketable owned by the Company or borrowed
under subordination agreements.

It 1s understood that the term “securities and investments not readily marketable” shall include but
not be limited to any of the following:

a. Securities for which there is no market on a securities exchange or independent publicly quoted
market.

b. Securities and investments that cannot be offered or sold because of other arrangements,

restrictions, or conditions applicable to the securities and investments or to the Company (that is,
control stock).




Thomas & Thomas,

Certified Public Accountants
Page Three

18. In addition, the Company at December 31, 2001, had--

a.

No securities exchange memberships, which should be reflected as assets on the financial
staternents.

. No material unrecorded assets or contingent assets, such as claims relating to buy-ins, unfulfilled

contracts, and so forth, whose value depends on the fulfiliment of conditions regarded as
uncertain.

. No borrowings or claims unconditionally subordinated to all claims or general creditors pursuant

10 a written agreement.

19. There are no material weaknesses or inadequacies at December 31, 2001, or during the period
January 1, 2002 to February 18, 2002, in the practices and procedures followed in making the
periodic computations of net capital under rule 17a-3(a)(11).

20. No advances were made to registered representatives against future commissions and trail fee
payouts. Commissions and trail fee expense reflected.in the financial statements represents amounts
earned by registered representatives during the year.

21. The following do not apply to the Company at December 31, 2001, and did not apply during the
fiscal year--

a.

Making the quarterly securities examinations, counts, verifications and comparisons, and the
reconciliation of differences required by rule 17a-13.

. Complying with the requirement for prompt payment. for securities under Federal Reserve

Regulation T of the Board of Governors of the Federal Reserve System.

. Obtaining and maintaining physical possession or control of all fully paid and excess-margin

securities of customers as required by rule 15¢3-3.

Making periodic computations of the minimum financial reserve requirements pursuant to
Regulation 1.17 of the Commeodity Exchange Act.

Making daily computations of the segregation requirements of Section 4d(2) of the Commodity

Exchange Act and the regulation thereunder, and the segregation of funds based upon such
computations.

To the best of our knowledge and belief, no events have occurred subsequent to the balance sheet date
and through the date of this letter that would require adjustment to, or disclosure in, the aforementioned
financial statements.

— =P

Patrick Ifrah, President
Hutchinson/Ifrah, Inc.




